ABSTRACT: If tax credits or other public subsidies are made available only for health insurance that is not employment-based, serious erosion of employer coverage could result. To prevent this, public subsidies targeted to low-income workers and families could be applied in ways that broaden employer coverage for low-income workers and their families by encouraging small employers with largely low-wage workforces to offer and partially fund health coverage for their workers. To accomplish this, such employers-very few of which now provide health coverage-must be allowed to contribute much less than normally required in the commercial market.
T o e x pa n d health insurance coverage to the uninsured, policymakers are now considering several proposals. Most of the proposals-from expanding eligibility for existing public programs such as Medicaid and the State Children's Health Insurance Program (SCHIP) to making available tax credits or vouchers to purchase private health insurance-would subsidize the purchase of health insurance coverage by specific populations based on personal (family) income. Although a substantial majority of the uninsured are in working families, these proposals generally do not attempt to work with or through employers to expand coverage. 1 The Bush administration's proposal for health insurance tax credits, for example, would not allow tax credits to be used toward what the worker pays for employersponsored coverage. 2 If sizable tax credits are made available only for non-employment-based coverage or if direct public coverage is made available for working adults, a number of employers are likely to rethink their role in covering their employees, and a serious erosion of employer coverage could result. 3 Among people with incomes between 100 percent and 200 percent of the federal poverty level, many more (46.6 percent) have employer coverage than are uninsured (26.3 percent). 4 As a practical budgetary matter, government is unlikely to have the wherewithal to replace employers' current contributions toward health coverage for their low-income workers. It therefore makes sense to examine approaches that would help to maximize net coverage gains by allowing public subsidies to be applied in ways that complement existing employment-based coverage instead of crowding it out.
Direct subsidies for uninsured or low-wage small firms have also been proposed as a way to encourage them to offer coverage to their employees. 5 But these proposals are difficult to target efficiently, because some workers in such firms do not have low (family) incomes. 6 This paper investigates how public subsidies targeted to low-income people-including both public program subsidies and tax credits-might also be applied in ways that broaden employment-based coverage for lowincome workers and their families and lessen the risk of a cascading erosion in employer coverage. The approach outlined here could work with a variety of subsidy mechanisms as a cost-effective way to make job-based enrollment, payroll contributions, and coverage work for more Americans, including the many uninsured people who work for firms that do not now offer health insurance coverage.
The Concept
The overall objective of our proposed approach is to maximize the net increase in health insurance coverage for low-income workers and their families, regardless of the type of public subsidy funds that are made available. By allowing available government subsidies to be combined with workers' and employers' contributions, our approach would make coverage more affordable for many workers and their families. It also would parlay the key advantages of job-based insurance: simplicity of enrollment, premium payment through payroll withholding, and pooling of risk. Signing up for health insurance at work is an easy, effective way to enroll in health coverage. Also, enabling all family members to be covered by a single health plan is convenient for parents and important for children, who are more likely to be covered and get needed care if they can be enrolled in the same health plan as their parent(s). 7 Our approach focuses on allowing subsidies that are or may become available for low-income people to be applied to employment-based coverage for workers and their dependents, but only for employees of small firms with largely low-wage workforces. 8 If sizable tax credits became available only for non-employer-group coverage, insured small firms with low-wage workforces are most likely to be the first wave of employers that drop coverage to allow their workers to benefit from higher tax subsidies. Moreover, small firms with low-wage workforces employ a sizable share of all uninsured workers and are much less likely than other small firms are to offer coverage. 9 Also, low-wage workers tend to be concentrated in low-wage businesses. 10 Therefore, focusing on workers in these firms could extend coverage further and thus maximize the "bang for the subsidy buck." Further extensions of the concept could allow tax credits to be applied to larger low-wage firms or to low-wage collective bargaining units for group coverage across multiple employers.
Employers' Contributions
Small employers cite a variety of reasons for not offering health benefits, but not being able to afford the cost is the primary reason. 11 Insurers will not issue a group plan to a small firm unless a substantial majority of its otherwise uninsured workers agree to enroll. To induce enough workers to participate, employers usually have to pay a substantial portion of the premium. 12 In fact, for the relatively few workers who had worker-only coverage through a low-wage small employer in 2000, the average contribution requirement for such coverage was only 20 percent of premium, and half had no contribution requirement. 13 With the average premium for worker-only coverage now in excess of $3,000 per year and family coverage approaching $8,000, it is not surprising that neither low-wage small employers nor their workers see health insurance as affordable. 14 However, local pilot program experience indicates that many small employers with mostly low-wage workers will offer health insurance if they feel the amount they must contribute is affordable and predictable and will remain so over time; if their contribution reduces the costs their workers face; if their workers can afford what they are asked to contribute; and if the coverage source is reliable and sustainable and minimizes the employer's administrative burden. 15 Based on this experience, we believe that by allowing such employers to make much smaller contributions than are required in the regular commer-cial market, public subsidies otherwise available for low-income workers and families could also be used to encourage small employers with largely low-wage workforces to offer and partially fund health coverage.
Small, low-wage firms could be allowed to offer coverage through a venue that channels public subsidies to their low-income workers and requires them to contribute only a flat $50 per covered worker per month (in 2002 dollars), regardless of the worker's age, the plan the worker selects, or whether dependents are covered. Local pilot program experience suggests that $50 is low enough to attract a sizable number of small businesses that do not offer coverage now. Although we do not prescribe a specific qualifying definition for such firms, a reasonable sample criterion might be firms with twentyfive or fewer employees, the majority of whom earn less than $10 per hour. 16 Nationwide, there are about 8.3 million workers in such firms; about five million of them are in firms that do not offer coverage. 17 Limiting participation to small, low-wage firms greatly reduces the risk that public subsidies will simply replace employers' and workers' current contributions toward health coverageknown as crowding out-because more than two-thirds of small, low-wage firms do not offer health coverage now. 18 Those that do offer coverage are very likely to drop it without such an option. 19 While firms would qualify for participation based on the number and compensation of their employees, workers would qualify for subsidies based on the rules governing the program providing the subsidy, whether a public program or a new income tax credit. In either case, workers' eligibility for subsidies would be based on total family income, so that public funds are targeted to people who need help paying for health coverage and not to higher-income coworkers.
Two more considerations are important if the objective is to obtain broad participation of low-wage small employers in offering coverage. First, to ensure that enough low-wage workers can afford to participate, eligibility for subsidies must continue above 200 percent of poverty, on a sliding scale, particularly for unmarried, childless workers. Because the federal poverty level is so low for a one-person household ($8,860 in 2002), a full-time worker with no dependents who earns more than $8.52 per hour has income above 200 percent of poverty. Further, almost half of uninsured workers are unmarried and do not have children. 20 Thus, a subsidy program with an eligibility cutoff at 200 percent of poverty could leave many lowwage, small-firm workers unable to afford coverage and could lead many eligible small firms to decline to participate. Second, employers will be more willing to participate if they can offer coverage to their entire workforce, both those who are eligible for subsidies and those who are not. This also will mean that workers can maintain their coverage source and provider relationships if their subsidy status changes because of increased or decreased earnings at that job.
Sliding-Scale Public Subsidies
To illustrate our proposed approach, we examine two primary subsidy constructs, each of which uses a sliding-scale arrangement wherein the public subsidy falls as a worker's income rises up to, potentially, 300 percent of poverty. The constructs differ primarily with respect to how much of the risk for higher premium costs is borne by the government and how much by the worker. Each construct could work in conjunction with a variety of approaches to publicly subsidized coverage, including (1) the expansion of means-tested public programs such as Medicaid and SCHIP to offer premium assistance to low-income workers, or (2) tax credits to allow individuals
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"Limiting participation to small, low-wage firms greatly reduces the risk that public subsidies will replace employers' and workers' current contributions toward health coverage."
to purchase health insurance. n Worker contribution defined, based on worker's income. Under this approach, the worker makes a defined contribution to the premium cost that increases as the family's income (or, possibly, the worker's wage) increases, up to a specified percentage of poverty or dollar amount. The public subsidy pays the remaining premium cost (net of the employer's contribution). For purposes of illustration, we analyze a sliding-scale arrangement under which workers contribute an increasing proportion of their income toward their health coverage, ranging from 1 percent of income for workers with incomes below poverty to 5.4 percent of income for workers with incomes between 250 percent and 300 percent of poverty. Above that level there is no subsidy. This approach could be adopted by public programs, such as SCHIP or Medicaid, that can assist eligible people in paying required employee contributions-a practice referred to as providing "premium assistance." (At present, however, these programs generally do not provide assistance on a sliding scale.)
n Public subsidy contribution defined, based on worker's income. A second approach is to specify a maximum subsidy amount the government is willing to provide and then decrease that amount on a sliding scale as the family's income increases up to a specified level. The worker then pays the difference between the subsidy amount and the insurance premium (net of the employer's contribution). The maximum subsidy amount could be specified either in dollar terms or as a percentage of premium. This approach is most commonly thought of in conjunction with federal tax credits for the individual purchase of health insurance coverage, such as the Bush health insurance tax credit proposal. 21 n Tax credit with higher caps. Preliminary analysis showed that even if the health insurance tax credits under the Bush administration's proposal were added to modest employer contributions, the maximum credit amounts of $1,000 per adult and $500 per child would be too small to make even relatively low-cost employer coverage affordable for most low-income working families with children. Therefore, we examine a tax credit approach based on the structure of the Bush administration's proposal but using higher maximum credit amounts of $1,800 per adult and $900 per child. 22 n A possible third option for states. A hybrid approach to subsidies for employmentbased coverage may be of particular interest to states. If the president's proposed tax credit amounts could be applied toward employer coverage at qualified small firms, a state might add premium assistance for children under Medicaid or SCHIP to small employers' contributions and tax credits for the adults to make employment-based coverage affordable for low-wage, uninsured small-firm workers and their children. 23 We included this approach as a third option in our analysis.
Illustrative Analysis n Assumptions. The impact of different subsidy approaches on public subsidy costs and on workers' contribution levels varies depending on the underlying premium cost for the coverage being provided. To illustrate a reasonable range of potential variation, we applied two cases of underlying premium costs, as shown in Exhibit 1: (1) a "standard case," reflecting the typical premium for employersponsored health maintenance organization (HMO)-style coverage in 2002; and (2) a "lower-cost case," reflecting current market rates for the lowest-cost HMO coverage available to young workers in low-cost areas (or reflecting rates for preferred provider organization, or PPO, coverage with higher costsharing amounts than are typically used now). 24 These illustrative rates are also in line with premiums for coverage available through small-employer purchasing pools in Connecticut and California at the end of 2002. 25 n Workers' contribution levels. We calculated workers' contribution amounts for each of three coverage tiers at several different income levels. 26 Exhibit 2 shows, both in dollar terms and as a percentage of income, the annual amount eligible workers at various income levels would have to pay to cover them-selves and two children (but not their spouses) under the three alternative subsidy approaches. Results for worker-only coverage and full family coverage are not shown. 27 Given the parameters we specified, the income-based worker contribution approach yields the most affordable worker contributions for standard-cost coverage, measured as a percentage of the worker's income. Under this approach, subsidies automatically adjust as needed to achieve the prespecified worker contribution level. For standard-cost coverage, workers' contributions are much higher under either of the other two approaches. Bringing standard-cost employer coverage within reach of workers and their children using the other approaches would require either larger increases in the maximum tax credit proposed by the Bush administration or further state premium assistance for children added to the Bush tax credits for adults. In geographic areas with lower premium costs, any of the approaches could yield affordable worker contributions. n Total costs. The sophisticated simulation modeling necessary to estimate likely participation rates under our three alternative subsidy constructs and two different premium levels would have been well beyond the scope of this policy study. Therefore, this paper does not provide estimates of the relative effectiveness of the alternatives in reaching uninsured workers and dependents. 28 Instead, we used a simple illustrative model to provide a rough sense of the relative costs of subsidizing employer-based coverage for a specified number of low-income small-firm workers and their families. We estimated total and per capita costs of covering a standard population of 10,000 subsidy recipients, both workers and dependents, with a range of incomes and family structures typical of workers in low-wage firms that do not offer coverage. 29 The differences among the three subsidy constructs are most evident under the standard-cost case shown in Exhibit 3. By design, employers pay essentially the same amount under each alternative, since their per worker W 3 -2 3 2 2 1 M a y 2 0 0 3 H e a l t h T r a c k i n g a Under the "income-based worker contribution" approach, employers' and workers' contributions are shown net of the FICA and income tax savings that would accrue from using a premium-only plan (POP) for health insurance contributions, under current tax law. (Under the other approaches, current health insurance tax advantages for workers are replaced completely by tax credits.) b Some portion of the "public subsidy required" represents current public program spending, particularly for Medicaid and SCHIP coverage of children in working families. Under the "income-based worker contribution" model, how much is derived from existing spending cannot be determined precisely. The hybrid approach uses existing Medicaid/SCHIP program funds available for eligible children. In either case, the cost of these subsidies typically would be shared between the state and federal governments under a matching formula. See Note c. c As a conservative approximation, the federal share is assumed to be zero for subsidies to childless workers, 50 percent for parents and children below the federal poverty level, and 65 percent for parents and children above poverty. d Not applicable.
contribution is fixed. 30 Workers pay the least under the income-based worker contribution approach, and many times more under the hybrid approach. Public costs, on the other hand, are lowest under the hybrid approach and greatest-almost double-under the incomebased worker contribution approach. Under the lower-cost case (not shown), the range of variation in total worker contributions and public subsidy costs across approaches is much narrower.
Discussion
If tax credits or other public subsidies are made available only for health insurance that is not employmentbased, employer coverage could erode. To prevent this, and to strengthen rather than undermine the market demand for employment-based insurance, public subsidies targeted to lowincome workers and families-including both public-program subsidies and tax creditscould be applied in ways that broaden employment-based coverage for low-income workers and their families by encouraging small firms with largely low-wage workforces to offer and partially fund health coverage for their workers. To accomplish this, such firms-very few of which now provide health coverage-must be allowed to contribute much less than normally required in the regular commercial market.
n Sliding-scale subsidies: important considerations. A major question about alternative subsidy approaches is the trade-off between affordability for workers and families and cost to the government. Although this paper does not estimate participation rates, if public subsidies for health insurance coverage for low-income workers and families are not large enough, the intended beneficiaries clearly will not participate; however, the larger the subsidies, the greater the costs to taxpayers.
The public subsidy level can be adjusted under any of the general approaches discussed here, but the following dilemma still pertains: Public subsidy approaches that limit workers' contributions to a relatively small percentage of income focus primarily on the affordability issue and thus are more likely to cover a sizable number of uninsured low-income workers and families. Such approaches are costly, however, and the cost rises as employer coverage premiums rise. To counteract these inflationary tendencies, purchasers-whether individual employers or larger pools-must have incentives to keep premiums as low as possible. Furthermore, approaches that require percentage-ofincome worker contributions are administratively cumbersome, because the subsidy amount required varies depending on the plan chosen by the worker, and an experienced administrative agent may be needed to implement them. Public subsidy approaches that limit the dollar amount of the subsidy available to any particular worker and family, by definition, limit government's liability. They are also easier to administer than percentage-of-income approaches are. The drawback of these approaches, however, is that they are more likely to require contributions from workers that are too high to be affordable, particularly as premiums rise, and that deter workers' participation. Even if the Bush tax credits were applicable toward employment-based coverage at certain small firms, as we propose, the credit amounts would be too small to make even lower-cost coverage affordable for most low-income working families with children. A tax credit approach could be made affordable for working families by increasing the maximum credit amounts.
n Mechanisms to combine contributions from multiple sources and allow consumer choice. The application of any kind of public subsidy toward employment-based coverage could be facilitated by using organizations that have the ability to combine contributions from multiple sources on behalf of a single worker and family and direct those funds to the worker's chosen health plan. As
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W 3 -2 3 3 "A tax credit approach could be made affordable for working families by increasing the maximum credit amounts." reflected in both current public programs and proposed individual tax credits, many policymakers believe that such applications should give recipients a choice of competing health plans. Some oppose subsidized coverage through small firms, specifically because they rarely offer such choice. If desired, however, subsidies could be made available only when the employer uses a coverage venue that extends choice of plans. A number of potential mechanisms to accomplish this, such as purchasing pools or clearinghouses, also could be designed to combine contributions from multiple sources.
T h e a p p r oac h o u t l i n e d in this paper could work with a variety of individual income-based subsidy programs-whether they use the income tax system or traditional public programs-as a cost-effective way to make job-based enrollment and coverage work for more Americans. By increasing total (employer plus subsidy) contributions, while reducing the risk that such subsidies might precipitate cascading erosion in employer coverage, the approach could increase the number of uninsured people covered through such programs. offsetting Social Security and Medicare (FICA) tax savings under the income-based worker contribution approach, because we assume that workers' contributions would be made through a Section 125 "POP" (premium-only plan), which provides tax savings to both the worker and the employer.
